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On the last day of a last-minute rush of campaigning, Gordon Brown made his way north so that he
could be in Scotland at his constituency.
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=5 Huge deficit awaits U.K. victor

A Wall Street Journal Roundup

LONDON—The U.K.’s par-
ties went into their final day
before the election Wednes-

* i

U.K. Election 2010

finances is a central task, as
they have been greatly weak-
ened, by a combination of the
severe downturn, its impact
on previously tax-rich income

day with a stark reminder of and expenditure, the opera-
the fiscal challenge facing the tion of automatic stabilizers
winner. M The last days of Gordon and the fiscal stimulus,” the
The European Commission Brown’s campaign ... 4 commission said.
said the UK. government will M The Liberal Democrats stole A ComRes poll for ITV
have to borrow more than it fringe parties’ year ... 4 News and the Independent
expects in the current finan- M A guide to how a hung newspaper on Wednesday
cial year and in calendar 2010 Parliament works ... 5 showed that a third of people

will have the largest budget
deficit in the European Union.
Despite raising its 2010 and
2011 growth forecasts for the
U.K. economy, the commission
still expects the budget deficit

M The decline of the Monster
Raving Loony Party

lic-sector deficit has been the
central issue of a tight elec-
tion campaign, with the gov-

say they may change their
minds about how they will
vote Thursday, with Liberal
Democrat supporters the most
likely to switch. Some Labour
officials had suggested their

ES‘? to be larger than forecast in ernment arguing spending supporters vote for the Lib-
=0 the March 24 budget. Then, cuts this year would imperil eral Democrats in seats where
=———2% the government said it would the fragile economic recovery, Labour is running third, to

o> borrow 11.1% of gross domes- and the opposition Conserva- stop the Conservatives. Vince
= tic product in the fiscal year tive Party claiming that a de- Cable, finance spokesman for
=—o. ending March 2011, and 8.5% lay in cutting borrowing will the Liberal Democrats, re-
=——=N of GDP in the fiscal year end- push long-term interest rates jected such calls saying the

o ing March 2012. up and choke off growth. Labour Party was acting on a

The size of the U.K.’s pub-

“Restoring the U.K. public

“sense of desperation.”
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| Mass strike,
fatal fire bring
Greece to halt

By ALKMAN GRANITSAS
AND SEBASTIAN MOFFETT

ATHENS—A nationwide
general strike paralyzed
Greece on Wednesday as pro-
tests against the government’s
recently announced austerity
measures turned violent, with
an apparent firebomb attack
on a central Athens bank kill-
ing three people.

Wednesday’s strike is seen
as a key test of the govern-
ment’s ability to shepherd
through tough austerity mea-
sures in exchange for a €110
billion ($143 billion) bailout
loan from the European Union
and the International Mone-
tary Fund.

The 24-hour strike coin-
cided with protests that
brought out tens of thousands
of Greeks, one of the country’s
largest protests in years. An-
gry youths rampaged through
the center of Athens, torching
several businesses and smash-
ing shop windows.

The Big Read

Show stopper: How plastic
popped the cork monopoly.
The Big Read. Pages 16-17

World Watch

A comprehensive roundup of
news from around the world.
Pages 34-35

Editorial
3 Opinion

How the British elections are
like a goldfish. Page 15

the death of our compatriots.”

While union leaders called
for a cancellation of an auster-
ity package expected to be
passed by Greece’s parliament
on Thursday, others were re-
signed to the cuts but said
they were angry over years of
mismanagement and govern-
ment corruption that led to
the current crisis.

“For 30 years the Greek
people have been held hos-
tage,” said Periandros Atha-
nassakis, 48, a garbage collec-
tor in Piraeus, the port near
Athens. “Those who stole the
money should pay.”

Wednesday’s  casualties
came after hooded protesters
smashed the front window of
Marfin Bank in central Athens
and hurled a Molotov cocktail

Associated Press

A firebomb hits a pollceman

Greek Prime Minister

George Papandreou con-
demned the violence. “Every-
one has the right to protest,”
he said in a statement to par-
liament. “But no one has the
right to violence and espe-
cially violence that leads to

inside, witnesses said. The
three died from asphyxiation
from the smoke, according to
the Athens coroner office.
Four others were seriously
injured there, fire department
Please turn to page 7
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Too late to change your minds, gents

BY PATIENCE WHEATCROFT

It was a little
late for any of the
three candidates to
be Britain’s next
: prime minister to
B have second
thoughts about whether they
really wanted the role.
Nevertheless, the job description,
as amended Wednesday by the
European Commission, sounds far
from enticing.

“This is an opportunity to take
over running the biggest deficit in
any of the 27 countries of the
European Union,” was the
message from Brussels, released
just a day before the vote.

Olli Rehn, the EU commissioner
for Economic and Monetary
Affairs, rammed home the
challenge for a prime minister
inheriting a deficit forecast to hit
12% of GDP this year. “The first
thing for the new government to
do is to agree on a convincing,
ambitious program of fiscal
consolidation,” he said.

Mr. Rehn would clearly have
the next leader drawing up a
program of spending cuts and tax
increases long before the new
curtains have been hung at
Number 10 Downing Street. His
belief that there must be
immediate, and radical, action is
shared by the markets, hence
their nervousness at the prospect
of a hung Parliament, which, they
fear, would result in too little
being done, and too late.

Current Prime Minister Gordon
Brown continues to argue that the
recovery in Britain is still too
fragile to risk jeopardizing it with
major spending cuts. That stance
has left Britain facing a deficit
that will be larger than that of
Greece at the end of this year.

For the time being, fallout
from Greece’s crisis is spreading
within the euro zone. But, as Mr.
Rehn said, the bush fire in Greece
could “become a forest fire and a
threat to financial stability for the
European Union and its economy

Agence France-Presse/Getty Images
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EU Economic and Monetary Affairs Commissioner Olli Rehn, on Wednesday.

as a whole.” If the markets
interpret the results of Thursday’s
U.K. election as meaning there
won’t be concerted action to bring
the country’s finances under
control, then that forest fire will
sweep across the U.K.

Almost as Mr. Rehn was
speaking, a real fire was causing
the first fatalities of the public
protests in Greece. The prime
minister, George Papandreou,

Brown has left the U.K.
facing a deficit that will be
larger than that of Greece
by the end of the year.

condemned the violence and tried
to quell the anger over cuts to
pensions and salaries that has
driven people to strike and
demonstrate. “We have
compassion for every family who
has seen their plans for the future
slip seemingly further away,” he
said. “But we took these measures
to secure a future which might
not exist otherwise.”

What his speech didn’t
mention was that there will be
more pain to come. Germany’s
Chancellor Angela Merkel has
made it clear that she takes
seriously the threat that Greece’s
bailout package will be withdrawn
if the government fails to deliver
the economic reforms it has

promised. Given the increased
interest bill it is now faced with
from the bailout, that can only
mean more cuts. Yet there have to
be real doubts about the ability of
Mr. Papandreou, or any other
leader to deliver what is required.
Which is why a Greek default
looks inevitable.

There is a Catch-22 that hits
indebted countries just as it does
households. The higher the
borrowings and the more urgent
the need of more borrowing to
service the debt, then the higher
the price of the new debt
becomes.

This is where the ratings
agencies wield such huge power.
Despite their abject failings in
rating as Triple A some of the
riskier instruments created by the
investment banking boffins, their
verdict continues to dictate the
way that debt is priced.
Downgrades of Spain and Portugal
have already taken their toll but
the U.K. has held on to its Triple-
A rating, so far. The agencies will
be reviewing that verdict once the
election results are clear. Should
they decide to drop a notch, the
additional borrowing cost would
be measured in billions. After all,
the nation’s debt is set to reach
£1.4 trillion ($2.1 trillion) by
2014-15.

That was the figure in
Chancellor Alistair Darling’s most
recent, and almost certainly last,
budget. But Wednesday’s EU
forecast for the British economy

suggests that there was room for
doubt over the budget sums. “The
government’s plans for non-
cyclical primary expenditure in
2011-12 ... are not yet backed by
detailed departmental spending
limits,” it says.

In other words, the
government budgeted for cuts
without saying where they would
fall. The first part is easy; it is the
second that is harder. With an
election just weeks away, however,
the Labour government decided it
was wise not to be too specific.

The EU forecast also indicates
some nervousness over the
eventual cost of Gordon Brown’s
bank bailout. “Government
financial sector interventions
undertaken during the crisis have
generated large contingent
liabilities,” it states.

The fact is that, for a man who
for years as chancellor boasted of
his “prudence,” Mr. Brown has,
both at the Treasury and then in
Downing Street, taken Britain’s
finances to precarious levels. On
Thursday, the public will pass its
judgment on his reign.

The result seems very likely to
mean that there will be someone
different in charge of running
Britain. The task he faces is not
enviable. Success will be possible
only if he takes the advice of Mr.
Rehn and acts swiftly. Cutting
back generous public-sector
pensions will have to be high on
the agenda as will a massive
scaling back of public-sector
employment.

And while a low-tax economy
is, in the end, the most
prosperous one, a short-term need
for cash will mean that more
revenue has to be found. An
increase in VAT is the neatest one.

Mr. Darling cut VAT to 15% in
an attempt to stimulate the
economy. The move cost £12.5
billion and it is debatable whether
it did much to encourage spending
that would not otherwise have
taken place. The rate rose back to
17.5% in January, without any
obvious hit on retailers. It could,
and probably will, go higher.

Britain, like Greece, has bills to
be paid.
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Picasso sets record

Portrait of artist’s mistress sells for $106.5 million at auction

By KELLY CROW

Pablo Picasso is, once again, the
world’s most expensive artist at
auction. A 1932 portrait of the Span-
ish painter’s blonde mistress, “Nude,
Green Leaves and Bust,” sold for
$106.5 million to an anonymous
buyer at Christie’s in New York on
Tuesday—the most ever paid for a
work of art at auction.

The price tag surpasses the
$104.3 million spent three months
ago for an Alberto Giacometti sculp-
ture, “Walking Man I,” as well as Pi-
casso’s 2004 record of $104.1 mil-
lion for his 1905 work, “Boy With a
Pipe.”

In a dogged contest at the auc-
tion house’s Rockefeller Center
salesroom, the bidding for Picasso’s
“Nude” began at $58 million and
shot up quickly, with eight bidders
competing for the jewel-toned, five-
by-four-foot painting. Christie’s spe-
cialist Nicholas Hall, who often ad-
vises collectors of Old Master paint-
ings, fielded the winning bid from
the unknown buyer over a tele-
phone. The work had been priced to
sell for $70 million to $90 million.

One dealer, Daniella Luxembourg,
said she was surprised the painting

sold for more than $70 million, but
added the purchase reflected the
market’s volatile mood: “This is a
fantastic picture, but the market also
wants trophies right now,” she said.

The Picasso anchored Christie’s
$335.5 million evening sale of Im-
pressionist and modern art, a total
that fell near the high end of its pre-
sale estimate of between $262.7 mil-
lion and $368.3 million and more
than tripled the total for its evening
sale in May 2009.

The sale also kicked off a two-
week round of New York auctions of
Impressionist, modern and contem-
porary art that could set price levels
and determine tastes for dozens of
the world’s top artists. The chief
houses, Sotheby’s and Christie’s, ex-
pect to sell at least $803 million in
Impressionist art between now and
May 13, twice as much as they sold
in May 2009 but still off their $1.4
billion 2008 total during the mar-
ket’s peak. Sale prices include the
auction house’s commission, while
estimate prices omit it.

After a year of sobriety amid the
recession, the art market’s titans are
again chasing trophy paintings with
a fresh tenacity, pushing up prices
for a handful of coveted master-

Record setters | Next-highest sales of art at auction

‘Boy With Pipe’
Pablo Picasso
$104.1 million
2004

‘Walking Man I’
Alberto Giacometti
$104.3 million
2010

Getty Images

Pablo Picasso
$95.2 million
2006

wil.
Associated Press

Getty Images

‘Dora Maar with Cat’

works yet allowing lower-profile
works to go unsold. The record-set-
ting Picasso was considered a plum
in part because it comes from the
same 1932 series as “The Dream,”
another sensuous portrait of Marie-
Thérése Walter that casino owner
Steve Wynn nabbed for $48 million
at Christie’s in 1997. Four years ago
Mr. Wynn had to repair that work
after accidentally poking his elbow
through it.

“Nude, Green Leaves and Bust”
carries its own mystique, having
come from the estate of Frances
Brody, a Los Angeles-based collector
who filled her midcentury Modern-
ist home with masterworks that she
rarely lent to museums or showed
to the public. She and her late hus-
band, Sidney Brody, bought the
painting in 1951 and exhibited it
only once in the U.S., in 1961, to
commemorate the artist’s 80th
birthday. The Brodys were so fond
of the work that they refused to let
curators or photographers take
color photos of it, the auction house
said.

The work itself depicts a peach-
skinned nude woman lying on a sofa
behind a navy curtain. Staring down
at her behind a stony Greek bust is

‘Adele Bloch Bauer II’
Gustav Klimt
$87.9 million

Christie's Images Ltd 2010

Picasso painted ‘Nude, Green Leaves and Bust,’ a portrait of his mistress Marie-
Thérése Walter, in 1932,

the shadowy outline of a man’s pro-
file that experts say is the artist’s
doppelganger. Ms. Walter was a new
flame for the married artist at the
time.

Collectors haven’t given up on
Giacometti, though. The lingering
buzz over the Swiss-Italian sculp-
tor’s skyrocketing prices may have
helped his offerings this time
around. Private New York dealer
Guy Bennett paid Christie’s $53.2
million for Giacometti’s 1955 “Big
Thin Head,” a bust of his brother Di-
ego—well over its $35 million high
estimate. The artist’s wire-like
bronze of an amputated arm, “The
Hand,” also sold to a telephone bid-
der for $25.8 million, nearly twice
its high estimate.

The buyer of the Picasso also set
a record by paying $10.1 mil-
lion—double its high estimate—for
Georges Braque’s 1953-54 window
scene of a Marseilles neighborhood,
“La Treille.”

Elsewhere in the sale, the Fine

Arts Museums of San Francisco paid
$2.9 million for Jean-Francois Raffa-
elli’s “Absinthe Drinkers.”

Not everything sold for record
prices, however. Edvard Munch’s
“Fertility,” which had been priced to
sell for at least $25 million, gar-
nered no bids and went unsold.
Henri Matisse’s 1924 “Nude on a
Blue Cushion” sold to an Asian tele-
phone bidder for $15 million—below
its $20 million low estimate.

Overall, 56 of the 69 works on
offer Tuesday evening found buyers,
helping the sale achieve 86% of its
potential value. The 27 works from
the Brody collection brought in
$224.1 million, the highest-ever U.S.
total for a single-owner sale at
Christie’s, the auction house said.

Christie’s won the Brody collec-
tion in part by offering the estate a
guarantee—a financial mechanism
that allowed the auction house to
pledge the estate an undisclosed
sum for the works whether or not
they sold.

...And a Bugatti drives

By DaN NEIL

Some time last week, the estate
of Peter D. Williamson sold the late
car collector’s prized 1936 Bugatti
57SC Atlantic to the Mullin Automo-
tive Museum in Oxnard, Calif., for
between $30 million and $40 mil-
lion, according to a person familiar
with the transaction. Any figure in
that range would make the William-
son Atlantic—a heartbreaking piece
of European automotive sculpture
considered to be the epitome of
French-Deco styling—the most valu-
able car known to have changed
hands.

The most valuable car ever sold
at a public auction was a 1957 Fer-
rari 250 Testa Rossa, which sold for
$12.2 million in May 2009.

The Bugatti sale was brokered by
Gooding & Co., the automotive auc-
tion house based in Santa Monica,
Calif., and has reportedly been in
the works for some time. It isn’t un-
usual for such transactions to re-
main private because both buyers

and sellers typically like to remain
anonymous. However, the auto-col-
lector world knew that after Dr. Wil-
liamson’s death in 2008 it was only
a matter of time before the
car—widely acknowledged to be the
most desirable classic automobile in
the world—would be sold.

“I am extremely pleased to have
found the new buyer for the 1936
Bugatti Type 57SC Atlantic, one of
the world’s most significant and
valuable automobiles that has been
in a private collection and rarely
seen during the past four decades,”
David Gooding, president and
founder of Gooding & Co., said in a
statement. “It has been a great plea-
sure to work with the Williamson
Family and Trust in this important
endeavor.” Gooding declined to con-
firm the identity of the buyer or the
price.

Dr. Williamson, a noted neurolo-
gist and epilepsy expert, amassed a
spectacular collection of Bugat-
tis—built in France, between the
wars—near his home in Lyme, N.H.

Many of his cars were auctioned by
Gooding in Pebble Beach, Calif., dur-
ing the annual car collector classic
weekend in August 2008. However,
the total from those sales—some
$15.5 million—was half, or less, than
the Atlantic’s price.

“This car has everything going
for it,” said Leslie Kendall, curator
of the Petersen Automotive Museum
in Los Angeles. “It embodies every
ideal important to car aficionados,”
he added. “It’s beautiful, performs
well, beautifully built and rare.”

The 57SC Atlantic was based on
the Aerolithe Electron Coupe, a
show car built for the 1935 Paris
Auto Salon. The car was fashioned
out of magnesium panels that were
difficult to weld, so Bugatti em-
ployed the car’s distinctive riveted
seams. While the three production
Atlantics were built of weldable alu-
minum, the seams were retained as
a design cue.

Two completely original Atlan-
tics survive: the Williamson car and
another owned by designer Ralph

Gooding & Co.

The 1936 Bugatti 57SC Atlantic.

car collectors into top ranks

Lauren.

The Atlantic’s price is, of course,
staggering, even to automotive his-
torians and experts.

“Now, it’s official, certain cars
have reached the level of art,” said

Mr. Kendall. “People will start pay-
ing attention. It’s should be obvious
that there are connoisseurs out
there who appreciate cars just as
much as they do art, fine wine, fur-
niture and sculpture.”
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Brown runs—and runs—to finish line

Prime minister makes a peripatetic push in final bid to keep job; courting reporters, and one NHS worker, on the train

By ALISTAIR MACDONALD
AND JOE PARKINSON

MANCHESTER, England—The fi-
nal days of Gordon Brown’s uphill
bid to remain Britain’s prime minis-
ter have been much like his rocky
almost three-year run in the job:
rough around the edges, perpetually
under siege and yet, improbably, still
not quite dead.

Never a natural campaigner, the
59-year-old Mr. Brown dashed,
sometimes awkwardly, around the
U.K. in recent days, barrelling to-
ward today’s election, in which he
trails the opposition Conservative
Party and its leader, David Cameron.
Mr. Brown’s battle to hang on comes
after a short stint as prime minister
in which his Labour Party, after 13
years in office, has often been rid-
dled by scandal and infighting.

Things took a turn for the worse
last week, when a live microphone
caught Mr. Brown calling a voter he
had met “bigoted.” Since then, his
campaign sometimes seemed snake-
bitten as it dodged hecklers and a
drumbeat of questions about life af-
ter No. 10 Downing Street.

On Saturday, for example, Mr.
Brown was rallying a group of La-
bour supporters at the National
Glass Centre in the city of Sunder-
land when he was drowned out by a
man shouting, “Mr. Brown, it’s all
over! We’re broke!” The event
screeched to a halt as the protester,
Julian Borthwick, was wrestled out
of the room, and later said he was
inspired by Gillian Duffy—the 65-
year-old woman Mr. Brown had
called bigoted.

But even amid the mishaps, Mr.
Brown has soldiered on, and in re-
cent days some polls suggested that
Labour—which at times has seemed
headed for an embarrassing third-
place finish in the popular vote—had

Reuters

Prime Minister Gordon Brown speaks to students and supporters at Bradford University in northern England Wednesday.

regained some steam. Despite ap-
pearing haggard at times, Mr. Brown
delivered speeches that found a
valedictory tone, picked up by La-
bour loyalists. His final campaign
visits have focused on mobilizing La-
bour’s core vote rather than seduc-
ing the swing voters that pollsters
have long said would be necessary
to secure a governing majority.

Mr. Brown’s race to the finish
line began on a train to Newcastle
Saturday, when a 31-year-old physio-
therapist, Orla Cunningham, some-
how found herself wedged between
her country’s prime minister, power-
ful UK. business chief Peter Mandel-
son and a hungry pack of reporters.

“Who are you with?” Lord Man-
delson asked, wondering which pa-

per she wrote for. “The NHS,” she
replied, referring to the National
Health Service.

Ms. Cunningham, who voted La-
bour in the previous election, eaves-
dropped on the prime minister’s
pitch to reporters, yet remained un-
convinced. “People are looking for
something new,” she said once Mr.
Brown had disappeared back among

ONLINE TODAY: Europe.WSJ.com
will bring you comprehensive cov-
erage of the UK. election result
through Thursday and into Friday,
backed by a team of reporters
across the country.

M Follow live updates as key bat-
tlegrounds are decided and the
new U.K. government takes shape.

H Enjoy the sharpest political
analysis from lain Martin on his
U.K. politics blog.

M Track the reaction from global
financial markets and the U.K's
business leaders in our home for
European analysis, The Source.

H See every result as it is deliv-
ered on our UK. election map.

Election night coverage starts at
10 p.m. BST at europe.WSJ.com

his security guards and advisers.

By Tuesday morning, Mr. Brown
gave a strongest hint that he
wouldn’t stay on as Labour leader if
the party failed to win the election.

“I’ll have to take responsibility,”
he told the morning show GMTV.

On the campaign trail, however,
Mr. Brown was still showing the
never-say-die qualities that earned
him the nickname “The Gordonator”
during a long run as a tough politi-
cal operative.

On Wednesday, the campaign
headed north, aiming for Scotland.
His plan was to stay there for much
of Election Day before heading back
to London, where as early as Friday
morning he will either be packing
his bags or settling in again.

Uphill battle for the smaller U.K. parties

By TomMMY STUBBINGTON

Nigel Farage, a candidate for the
UKU.K. Independence Party, is de-
termined to visit every single pub in
his Buckinghamshire parliamentary
constituency before Britain’s general
election on May 6. By his own reck-
oning there are well over 100 in the
area.

Until a few weeks ago, candi-
dates like Mr. Farage, whose party’s
main purposed is to see the U.K.
withdraw from the European Union,
were expected to benefit from the
fallout of the expenses scandal,
which exposed violations of the par-
liamentary expenses system by poli-
ticians from Britain’s biggest par-
ties. Then came Britain’s first
televised election debate and Nick
Clegg, the fresh-faced leader of the
U.K.s third party, the Liberal Demo-
crats, stole their thunder as the an-
tiestablishment choice.

Now as he tours the pubs of this
affluent, mainly rural constituency
Mr. Farage, like candidates from
other smaller parties such as the
Green Party and the far-right British
National Party, is having to fight
harder to win votes.

Pubs are important, Mr. Farage
says, because they are the place to
meet “real people,” rather than the
“out-of-touch Westminster types”

who dominate politics. His main op-
ponent in Buckinghamshire is the
incumbent Conservative John Ber-
cow, currently the Speaker of the
House of Commons—an MP who re-
mains non-partisan and presides
over debates in the House. In what
Mr. Farage calls a “ludicrous mod-
ern convention”, the three main par-
ties agreed not to oppose the
speaker in the general vote.

In elections for the European
Parliament in June, the UKIP rode
the wave of anti-Westminster senti-
ment, achieving second place and
pushing the governing Labour party
into third nationally. The BNP also
capitalized, gaining two MEPs with
more than 6% of the vote, and the
Green Party boosted its support
with nearly 9%.

Bob Bailey, a BNP candidate and
the party’s London organizer, isn’t
banking on a repeat performance in
the general election. “Clegg’s some-
how managed to take on the protest
vote that should belong to the BNP,”
he says. “I've spoken to a lot of
people who say they will vote BNP
for the council and Lib Dem in the
general election. The vote’s going to
be all over the place.”

Mr. Bailey, who is a local coun-
cilor in Barking, east London, where
BNP leader Nick Griffin hopes to win
the party’s first Westminster seat,

Agence France-Presse/Getty Images

Nigel Farage, a UKIP candidate.

objects to the Liberal Democrats
casting themselves as the antiestab-
lishment party. He claims the ex-
penses scandal showed politicians
from all the main parties were “no
better than thieves.”

The BNP suffered a further set-
back Wednesday when the head of

the party’s online operation, Simon
Bennett, resigned. Mr. Bennett yes-
terday redirected traffic to his per-
sonal website, which accused the
party leadership of being “pathetic,
desperate, and incompetent.”
Traditionally, minor parties
have enjoyed greater success in Eu-
ropean elections, where MEPs for
each party are assigned according to
a national share of the vote, and
struggled in domestic general elec-
tions, in which MPs are directly
elected to represent a constituency.
Philip Cowley, Professor of Par-
liamentary Government at the Uni-
versity of Nottingham, says this
“first past the post” system makes
general elections an uphill struggle
for small parties. “The electoral sys-
tem is just so harsh and unforgiving
to minor parties that they will all
have realized that their chances of a
breakthrough were pretty mi-
nor—even UKIP, who did so well in
the Euros, know from experience
that their vote share drops when it’s
not a European election,” he says.
So far it looks as though the Lib-
eral Democrats were the ones to
capitalize on the fallout from the ex-
penses scandal: “The scandal played
more of a role in the Lib Dem
surge,” Mr. Cowley says. “That’s
about people being fed up with the
two existing parties and seeing an

alternative.” Among the smaller par-
ties, the Green Party has the best
chance of a breakthrough, with
leader Caroline Lucas favored to win
the Brighton Pavilion seat.

The Greens, however, say their
success in Brighton is due to more
than just the expenses scandal. “I
think this had a lot less to do with
the expenses scandal and a lot more
to do with our million-jobs mani-
festo—our £44 billion ($66 billion)
investment program for tackling the
recession and modernizing the UK.
economy for a low-carbon future,”
says party spokesman Spencer Fitz-
Gibbon.

In Mr. Farage’s patch, with the
resurgent Lib Dems absent, book-
makers currently see the Conserva-
tives’ Mr. Bercow as the favorite,
with the UKIP man a long way be-
hind in second place. Mr. Farage,
though, insists that, “it’s all to play
for.”

As his tour of watering
holes—drinking British ale, natu-
rally—draws to a close, he extols the
virtues of the pub as a place where
people can talk politics away from
the strictures of Westminster’s “po-
litical correctness.” “Every pub is a
parliament,” he says. Just as well, as
come May 7, the only British parlia-
ment he finds himself sitting in may
be a Buckinghamshire pub.
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The long campaign | The official U.K. campaign over April was preceded by 11 months of game-changing events.
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May 8, 2009: Britain’s Daily Telegraph
publishes the first revelations in its
investigation into MPs’ expenses.

May 15: The scandal reaches a peak
as it emerges a former Labour
minister claimed £16,000 for a
mortgage that had already been paid.

June 7: Labour polls just 15.7% of the
vote in the European election, falling
behind the Conservatives and the U.K.
Independence Party.

Oct. 23: GDP in the U.K. unexpectedly
fell by 0.4% from July to September,
keeping the country in recession.

Jan. 6, 2010: Gordon Brown beats
back another intraparty bid to oust him.

Jan. 26: Figures show the
U.K. economy emerging from its
longest-ever recession.

Jan. 29: Former Prime Minister Tony
Blair appears before the Chilcot
Inquiry into the Iraq war.

March 22: Former Labour ministers are
alleged to have offered influence with
the government in return for money.

April 1: A judge halts a four-day
national strike by rail workers.

April 7: The election campaign gets

under way after Brown asks the
queen to dissolve Parliament.

April 15: First TV debate ahead of a
general election sees Liberal Democrat
leader Nick Clegg leapfrog Labour.

April 22: Second TV debate:
Conservative candidate David
Cameron improves his performance,
according to some polls.

April 28: Mr. Brown gets caught on a
microphone referring to a Labour
voter as ‘bigoted.

April 29: Third TV debate: the topic
of immigration dominates, pictured.

How to deal with a hung Parliament

By CASSELL BRYAN-Low

LONDON—As the British go to
the ballot box Thursday, the country
faces a possible outcome that some
voters here have never seen: a so-
called hung Parliament in which no
party wins a majority of the 650
seats in the House of Commons.

Opinion polls were indicating a
close-run race between the three
main parties—Labour, Conservatives
and Liberal Democrats—with none
of them sufficiently in the lead to
guarantee a parliamentary majority.
Labour leader Gordon Brown would
remain prime minister in the event
of a hung Parliament, but his grip
on power would depend on Liberal
Democrat leader Nick Clegg, whose
seats will be able to hand a majority
to either Labour or the Conservative
Party.

Mr. Brown would remain prime
minister if the Parliament is hung,
even if he has fewer seats or votes
than his main rival, the Conserva-
tive Party.

Convention then allows Mr.
Brown to try to secure support ei-
ther through a formal coalition or
working as a minority government
by forming alliances on individual
votes. That process could take
hours, days or even weeks to play
out depending on the outcome of
much behind the scenes deal-mak-
ing. If Mr. Brown is unable to form
a government, he would be expected
to resign.

If he tries to press forward, con-
fidence in the prime minister would
be tested when the House of Com-
mons reconvenes this month and
votes on the government’s legisla-
tive program. The opposition can
also call a vote of confidence.

If the prime minister resigns in
the wake of the election results, the
queen has a formal role of appoint-
ing his successor. In practice, how-
ever, “she has no discretion because
the test is who can command confi-
dence in the new House of Com-
mons,” says Robert Hazell, professor
of government and the constitution

at University College London. “It
doesn’t need to be an overall major-
ity, it just needs to be a bigger
group than anyone else,” he adds.
That would likely be David Cam-
eron, whose Conservative Party cur-
rently is leading in voter polls.

While many parliamentary
democracies such as
Germany and elsewhere in
Western Europe are used to
having a hung parliament, it
is uncommon in the UK.

Mr. Cameron will likely try to po-
sition his party as the victors if it
wins the most number of seats, even
without a majority.

But in theory, it could also be an-
other member of the Labour Party
if, for instance, that person could
form an alliance with the Liberal

Democrats where Mr. Brown
couldn’t.

While a hung Parliament would
likely be a major boost for the Lib-
eral Democrats, the third-largest
party, it isn’t yet completely clear
how it would spend its political cap-
ital. Leader Nick Clegg hasn’t, how-
ever, spelled out the circumstances
under which he would be willing to
work with either party beyond say-
ing he would want support for his
main policies, which include banking
and electoral reform.

But if the Conservatives only
narrowly miss winning a majority of
seats, Mr. Cameron might be able to
form a government without the Lib-
eral Democrats by securing the sup-
port of right-leaning members of
Parliament from Northern Ireland.

The last time a hung Parliament
occurred was in 1974 when Conser-
vative Prime Minister Edward Heath
remained in government for four
days, despite having won fewer
seats than Labour, trying to secure
a majority.

But he failed to win the support
of the Liberal Party and resigned.
Labour leader Harold Wilson then
formed a minority government,
which lasted seven months before
he called another election and lost.

As of mid-April, when the cur-
rent Parliament was dissolved prior
to the elections, the Labour Party
held 345 seats, the Conservatives
had 193 seats and the Liberal Demo-
crats had 63. For a majority, a party
would effectively need to win 326
seats.

While many parliamentary de-
mocracies such as Germany and
elsewhere in Western Europe are
used to having a hung parliament, it
is uncommon in the U.K., where the
country’s electoral system tends to
exaggerate the majority of the win-
ning party and therefore create a
clear winner.

One thing is clear: voters will
likely have to wait at least several
days before knowing the outcome of
a hung Parliament as the political-
party jockeying plays out.

U.K. businesses press for

By NATASHA BRERETON

LONDON—British  businesses
have expressed concern that, despite
a frantic month on the campaign
trail, the major political parties have
given little indication of how they
intend to keep Britain competitive
internationally.

The U.K. has for many years been
among the world’s top attractors of
foreign investment, but was hit hard
during the financial and economic
crisis. Foreign direct investment
halved in 2009 from a year earlier,
according to data from the United
Nations Conference on Trade and
Development.

The UK. and other industrialized
nations face a struggle as develop-
ing economies outgrow their repu-
tation for being principally centers
for low-cost production.

“The emerging markets are now
able to do everything, and are in fact
surpassing us in some of their inno-
vation and so on. That makes the
competition for U.K. businesses in
particular even more severe,” Insti-
tute of Directors Director-General

Miles Templeman said.

Boosting medium- and long-term
competitiveness, which requires a
big improvement in education and
skills, should be a key electoral is-
sue, but hasn’t really been addressed
at all, he said. “Quite frankly, the
degree of business orientation in
most of the policies has not been
very strong—not in the sense of re-
ally facing up to this international
competition,” he said.

While the Labour government
has invested heavily in education
over the 13 years it’s been in power,
businesses in the UK. frequently
complain that many job seekers lack
basic skills. Government data show
that in 2009, 70% of British 16-year-
olds managed to gain five or more
GCSE qualifications of at least a
grade C, broadly regarded as a pass,
up 4.7 percentage points from a year
earlier. But that still meant that 30%
of pupils reaching school-leaving age
did not achieve this basic bench-
mark.

“A significant part of the produc-
tivity gap with our competitors
comes down to our relatively poor

skills base,” said Richard Wainer,
head of education and skills at the
Confederation of British Industry, or
CBI, a major business group.

Business representatives wel-
comed Conservative plans to reduce
bureaucratic control over schools,
Liberal Democrat promises to give
teachers greater freedom in the
classroom, and a Labour pledge to
provide extra tuition for children
who fall behind in literacy and nu-
meracy. But more needs to be done,
they said.

Often cited is the need for more
and better quality graduates in sci-
ence, technology, engineering and
math—the so-called Stem subjects.
To achieve this, not only the supply
side but the demand side needs to
be addressed, said Michael Kitson, a
lecturer at Cambridge University’s
Judge Business School.

Each of the three main political
parties has pledged to increase the
number of apprenticeship and uni-
versity places, while the Liberal
Democrats have also promised to in-
crease places on vocational highe-
r-education courses.

ocus on skills

“What business in the U.K. really
wants to see is much greater focus
not on preparing young people for a
particular job, but on preparing
them better in general for working
life,” the CBI’s Mr. Wainer said.

Political parties defended their
policies against the criticisms,
stressing their commitment to im-
proving the quality of British educa-
tion and skills.

Conservative shadow secretary of
state for children, schools and fami-
lies Michael Gove said his party was
drawing inspiration from Finland
and Singapore for its teacher train-
ing policies, and from America and
Sweden for its plans to free up new
providers to open new schools.

“We’re very concerned that Eng-
land was the only country to fall
from above-average to average in
the most recent OECD international
comparison and that some of the
biggest employers in the country
have raised concerns about the qual-
ity of our schools leavers,” Mr. Gove
said.

He added that the Conservatives
intend to open technical schools

around the country to provide spe-
cialist vocational education and to
increase the number of apprentice-
ships.

A Labour spokesman under-
scored his party’s commitment to its
target of 75% of young people gain-
ing an advanced apprenticeship or
equivalent qualification, or attend-
ing university by the age of 30,
through guarantees of education and
training. They also plan to raise the
school leaving age to 18 from 16 by
2015.

“The competitive global economy
of the future will see countries com-
pete in high-skill, high-technology
markets. We cannot afford to waste
the talents of any of our young peo-
ple,” he said.

A Liberal Democrat spokesperson
stressed the importance of educa-
tion for the economy, saying it was
one of the party’s top priorities.

He noted its pledge to invest an
extra £2.5 billion to improve schools
and cut class sizes or introduce
catch-up classes, and to fund 15,000
additional foundation degrees in its
first year in government.
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Spain’s opposing parties cooperate

Prime minister and his rival reach agreement to clean up savings banks to boost confidence, avoid Greek contagion

By JoNATHAN HOUSE

MADRID—As wild fires in the fi-
nancial markets lapped at Spain’s
door, Prime Minister José Luis Rod-
riguez Zapatero huddled Wednesday
with opposition leader Mariano Ra-
joy in an effort to stop the turmoil
from further hitting the country.

The rival politicians, once reluc-
tant to get together, have been
forced into each others’ arms as
contagion from Greece’s debt crisis
ripples across Southern Europe. The
result from Wednesday’s encounter
in the Spanish capital was an agree-
ment to clean up shaky savings
banks that control half of the coun-
try’s lending and deposits.

“The objective is to shore up
confidence in the economy,” the So-
cialist prime minister told journal-
ists after a three-hour meeting with
the leader of the conservative Popu-
lar Party.

Mr. Zapatero’s minority govern-
ment in the past was more inclined
to seek support from smaller left-
leaning or regional parties in the
Spanish parliament. But as the eco-
nomic crisis has deepened, it has
been forced increasingly into agree-
ments with Mr. Rajoy’s party over
austerity measures its traditional al-
lies found unpalatable.

“We are in a critical situation, as
shown by the recent fall in [eco-
nomic] output and by the lack of
confidence of markets” toward
Spain, Mr. Rajoy said.

Safe for now

Reuters

Prime Minister José Luis Rodriguez Zapatero, left, Wednesday greets main opposition leader Mariano Rajoy in Madrid.

Fears about Spain’s economy
were fanned this week after a €110
billion ($143 billion) bailout package
for Greece from the International
Monetary Fund and other euro-zone
governments, which officials hoped

Spain’s public-sector debt level is comparatively low but rising fast thanks

to wide budget deficits
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would act as a firewall against fur-
ther contagion, failed to convince
international investors that Athens
wouldn’t eventually default on its
debts.

Stock and bond prices in Spain,
Portugal and other euro-zone coun-
tries have since fallen sharply, po-
tentially raising financing costs for
companies, households and govern-
ments.

“The pressure from the markets
might feel unfair, but cannot be ig-
nored,” Marco Annunziata, chief
economist of UniCredit Group said.
“Greece has taught us that unless
policy makers managed to get ahead
of the markets, even courageous
measures can arrive too late to have
any effect.”

Spain’s saving grace is a public-
sector debt level that remains one
of the lowest in Europe though it is
rising fast. The European Commis-
sion forecast Spanish debt will
stand at 64.9% of gross domestic
product at the end of this year, com-
pared to a euro-zone average of
84.7% and Greece’s 124.9%.

Mr. Annunziata said Spain’s debt
level makes “concerns about debt
sustainability = appear  prema-
ture...but this, of course, is no guar-
antee that the crisis will not spiral
out of control.”

The country has other economic
problems, however, that Greece
doesn’t. It is grappling with the col-
lapse of a decadelong construction

boom that has pushed its economy
deep into recession and its public-
sector accounts deep into the red.

In its spring economic report
Wednesday, the European Commis-
sion forecast Spanish gross domes-
tic product will shrink 0.4% in 2010,
making it the only large European
economy expected to contract this
year.

It also forecast only a modest
fall in the budget deficit to 9.8% of
GDP from 11.2% in 2009, meaning
the debt burden is growing rapidly.

Mr. Zapatero and Mr. Rajoy are
cooperating, but don’t agree on ev-
erything. Mr. Rajoy has generally
supported the central government’s
spending-cut measures which in-
clude a plan to cut a public-sector
wage bill by 1.9% of GDP but has op-
posed its plan to raise taxes by
around 1.4% of GDP.

Analysts say the government’s
deficit-reduction plans need more
detail and that the economic-growth
assumptions that underpin them are
too optimistic; the government says
it will detail new measures in its
2011 budget, due in September.

Mr. Rajoy urged Mr. Zapatero not
to wait and urged him to announce
new spending cuts immediately.
“The example of Greece shows that
if you don’t act, others will do it for
you and force much more difficult
decisions,” Mr. Rajoy told journal-
ists.

Messrs. Zapatero and Rajoy did

agree Wednesday to push ailing sav-
ings banks into mergers with stron-
ger peers by a government deadline
of June 30. The agreement is impor-
tant because many of Spain’s un-
listed savings banks are controlled
by regional governments, which are
in turn, controlled by one of Spain’s
two main parties. They also agreed
on the broad outlines of a regulation
that among other things would give
savings banks a new instrument to
raise capital.

On the face of it, Spain’s banking
system has weathered the crisis rel-
atively well. Just Caja Castilla La
Mancha, a small savings bank, has
failed. However, an unemployment
rate of 20% and more than €300 bil-
lion of loans to troubled real-estate
developers are weighing heavily on
the sector, pushing many institu-
tions to the verge of insolvency, an-
alysts and Spanish authorities say.

“In the short term, the biggest
risk is represented by the stability
of the banking sector,” BNP Paribas
analyst Luigi Speranza said.

Mr. Zapatero said that about
two-thirds of the country’s ailing
savings banks are so weakened by
the crisis that they will have to
merge. Currently more than 30 are
in merger talks, but in some of the
cases negotiations have drawn out
for more than a year because of in-
terference from regional political
bosses afraid of losing control of
their local financial institutions.

A €9 billion bailout fund created
last year by the government and ad-
ministered by the Bank of Spain to
help cover the costs of bank consoli-
dation has yet to act. Expandable to
€99 billion, it would offer funds to
help strong institutions take over
weak ones.

In highly decentralized Spain, co-
operation between the Socialists
and the Popular Party is becoming
become increasingly important. In
terms of fiscal policy, for example,
Spain’s central government—exclud-
ing the state’s pensions administra-
tion—directly controls less than a
third of public-sector spending, and
can set only broad guidelines for the
regional and municipal governments
that control the rest. Throughout
most of the country, the different
levels of government are controlled
by one of the main two parties.

In March, Finance Minister Elena
Salgado brokered an agreement
with regional finance chiefs that
committed them to reduce their
structural budget deficit of €5 bil-
lion, or 0.5% of GDP, by the year
2013 as well as to stricter budget-
control mechanisms. Regional repre-
sentatives of the Popular Party
didn’t support the measure but
agreed to not to vote against it.

Madrid pressures savings

By CHRISTOPHER BJORK

MADRID—Spanish savings banks
are under pressure to wrap up pend-
ing mergers amid fears that the gov-
ernment-debt problems engulfing
Greece could spread to Spain.

At a meeting Wednesday be-
tween Spanish Prime Minister José
Luis Rodriguez Zapatero and opposi-
tion leader Mariano Rajoy, these un-
listed savings banks known as “ca-
jas” were given a deadline: All those

that need state funds to clean up
their balance sheets must ask for
money before the end of June.

Merger talks between the cajas
have gone at a snail’s pace in recent
months, despite repeated warnings
from the Bank of Spain that time is
running out.

Spain is facing a burgeoning
credit crunch as a result of the wob-
bly situation at some of the coun-
try’s 44 savings banks. That is add-
ing to the pressure on an economy

that is grappling with 20% unem-
ployment and a still-deflating hous-
ing market.

A messy restructuring process
could put increased pressure on
Spain’s already considerable funding
needs. The government has raised
about one-third of the €97 billion
($126.14 billion) of debt it plans to
issue this year. Investors have be-
come warier of highly indebted euro
nations given Greece’s problems.

Estimates of how much extra

anks to

money will be needed to prop up the
savings banks vary from €17 billion,
by the International Monetary Fund,
to €43 billion, by Morgan Stanley.

The government created a bail-
out fund last year to help cover the
costs of consolidation. Administered
by the Bank of Spain, the fund has
initial capital of €9 billion, expand-
able to €99 billion, that it can offer
to help strong institutions take over
weak ones.

Mr. Rajoy said the main political

merge

parties will push through new legis-
lation for savings banks in the next
three months that would allow them
to tap equity markets by selling vot-
ing shares.

Under current law, Spain’s sav-
ings banks can only sell nonvoting
shares, a product for which inves-
tors have shown no appetite. As a
result, savings banks have suffered
during the economic downturn be-
cause they lack the ability to recapi-
talize by issuing new capital.



Thursday, May 6, 2010

THE WALL STREET JOURNAL.

7

EUROPE’S DEBT CRISIS

|

= -

Banks’ eredit lines
to Greece stay open

German and French banks, facing
rising political heat in Europe over
their role in the financial crisis,
have agreed to contribute to the
euro zone’s efforts to bail out
Greece.

By Laura Stevens in Berlin
and David Gauthier-Villars
in Paris

French Finance Minister Chris-
tine Lagarde said Wednesday that
France’s leading banks had commit-
ted to keep lending to Greece, in or-
der to support the €110 billion ($143
billion) bailout of Greece by euro-
zone governments and the Interna-
tional Monetary Fund.

The announcement came a day
after German banks agreed to sup-
port the Greek bailout plan, partly
by keeping credit lines to Greek
banks open and by continuing to
lend to the Greek state when exist-
ing debts mature.

French banks’ pledges to
keep lending to Greece are
‘something that French banks
are doing voluntarily,
Christine Lagarde said

However, banks haven’t said how
much money they will stake on
Greece remaining solvent. Analysts
said the German declaration was
mainly political in nature, and that
French banks were merely protect-
ing their large existing credits to
Greek borrowers.

French banks hold about $75 bil-
lion in public and private-sector
Greek debt, according to the Bank
for International Settlements. Ger-
man banks then have the second-
highest exposure to Greek borrow-
ers, about $45 billion, according to
the BIS.

Among banks which would face
heavy write-downs if Greece de-
faults are Germany’s Hypo Real Es-
tate Holding AG, which owns about
€7.9 billion in Greek government
bonds, and another €2 billion in ex-
posure to other Greek borrowers.
Commerzbank AG holds about €4.6
billion in Greek government bonds,
according to Germany’s banking reg-

High stakes

French and German banks have
agreed this week to keep
buying Greek sovereign debt.
Details of individual bank’s
exposure to Greece:

France:

Société Générale

€3 billion
Crédit Agricole

0.85

Germany:
Hypo Real Estate

Commerzbank

31
Deutsche Postbank
N

Source: Dow Jones Newswires research

ulator. Commerzbank said its expo-
sure is lower, at €3.1 billion.

France’s Société Générale SA
says it holds about €3 billion in
Greek government debt directly. An-
alysts note that the BIS figure for
French banks’s exposure also in-
cludes the loan books of Greek
banks owned by Société Générale
and Credit Agricole SA. Both banks
said they would keep lending to
Greece.

Germany’s parliament is ex-
pected to approve legislation on Fri-
day that will allow Europe’s biggest
economy to lend Greece up to €22.4
billion over the next three years, as
part of the IMF-EU bailout.

Many German lawmakers and
voters say Chancellor Angela Merkel
should have done more to make
commercial banks carry the risks of
the bailout, rather than leave most
of the burden on taxpayers.

Ms. Merkel’s government has
been pushing German banks since
last week to help out in some way in
order to assuage public anger about
banks, which Germans widely be-
lieve have profited from speculating
against struggling euro-zone coun-
tries such as Greece and Spain.

German banks are pledging sup-
port for Greece “so that the politi-
cians can save face and claim that,
yes, the banks have contributed,”
said Manfred Jager, an economist at
the Institute for the German Econ-
omy, a Cologne think tank.

French banks’ pledges to keep
lending to Greece are “something
that French banks are doing volun-
tarily,” Ms. Lagarde said on French
television after a meeting with the
chief executives of France’s main
banks. “I didn’t beg them,” she said,
hinting at the banks’ vested interest
in keeping Greece afloat.

BNP Paribas SA, France’s largest
bank by market value, said it would
replace Greek government debt it
presently holds, when that debt
comes due. The bank said it would
provide details about its exact expo-
sure to Greece on Thursday, when it
releases first-quarter earnings.

French rival Société Générale
said it would also keep buying Greek
sovereign debt. But the bank said its
Greek subsidiary Geniki Bank was
tightening its lending practices in
Greece because of the worsening
business climate there.

German banks said on Tuesday
that they would invest in some of
the bonds that state bank KfW plans
to issue to finance Germany’s part
of the IMF-EU rescue package for
Greece.

So far, German banks haven’t put
any numbers on their pledges, only
signalling that they would be large.

German Finance Minister Wolf-
gang Schauble, speaking after meet-
ing leading German bankers on
Tuesday, called the commitments
“notable,” while Deutsche Bank
AG’s chief executive Josef Acker-
mann said they would be “consider-
able.”

German media reports suggest
the amounts involved could be up to
€2 Dbillion—a tiny fraction of
Greece’s overall borrowing needs.

“It’s an important signal, also for
calming the markets, when you see
that the banks are entering with
their own contributions,” said Klaus
Abberger, an economist at the Ifo
Institute, a Munich think tank. “This
is an important start. But in my
opinion, it doesn’t go far enough,”
he said.

An unidentified relative arrives at a bank that was set on fire during demonstrations in Athens Wednesday.

Strike, fire bring Greece to a halt

Continued from first page
officials said. Panagiotis Papapetro-
poulos, a police spokesman, said
eight fires in Athens office buildings
and bank buildings had been
brought under control.

Greece’s government, facing spi-
raling borrowing costs and a debt
payment this month that it can’t
meet, is scrambling to pass through
legislation implementing a three-
year austerity and reform program
it agreed to as part of the loan deal
with the EU and IMF.

Under terms of the bailout deal,
Greece’s government has announced
a €30 billion package of measures
that will slash public-sector wages,
cut pensions, freeze public- and pri-
vate-sector pay, liberalize Greece’s
labor laws and raise some taxes.

The proposals met with stiff re-
sistance Wednesday. Protesters and
police clashed in front of parliament
and fought running street battles at
various points around the city. Dem-
onstrators set fire to a Turkish tele-
vision crew’s van and burned two
private vehicles and a fire truck.

Later in the day, on one of Ath-
ens’ main shopping streets, black
smoke billowed from various fires,
while glass shards and smoldering
garbage littered the sidewalks.

Mr. Papandreou said he will call a
meeting of the heads of all the oppo-
sition political parties to discuss the
violence and the austerity measures.

Some officials saw a broader shift

behind the protests, with one senior
official saying “we may have an up-
rising in the making.” Tens of thou-
sands of ordinary Greeks turned out
to express their disenchantment
with the current and previous Greek
governments, whose corruption and
accounting legerdemain they see as
spurring the current budget crisis.

“Greece won’t be fixed until all
the crooks are removed from gov-

Mr. Papandreou said he will
call a meeting of the heads of
all the opposition political
parties to discuss the
violence and the austerity
measures.

ernment,” said Artemis Batzak
Panayou, a cleaning lady working for
a local government. Her €1,200
monthly salary, on which she sup-
ports three children, was cut by
€250 at the beginning of the year
and she thinks it will fall further
still. “There is no way to survive on
the daily wages in the public sector.”

In Berlin on Wednesday, Chancel-
lor Angela Merkel called on parlia-
ment to approve Germany’s contri-
bution of €22.4 billion in loans to
Greece. German public opinion op-
poses a Greek bailout but Ms.

Merkel said it was essential. “Europe
stands at a crossroad,” she said.
“With us, with Germany, there can
and will be a decision which lives up
to the political, historical situation.”

In the northern city of Thessalon-
iki, there were reports of violence as
police clashed with demonstrators
who were attacking shop fronts
amid a rally that drew at least
20,000 protesters to the streets.

Police officials said the number of
protesters in Athens was 20,000. But
union officials said that union-affili-
ated protestors alone totaled more
than 60,000. Others put the number
of participants higher still.

“This rally was double the size of
the largest rally that has ever been
held in Greece,” said Spyros Pa-
paspyros, president of Adedy, a civil-
service umbrella union. “If the gov-
ernment doesn’t listen, there will be
more strike action next week.”

Wednesday’s general strike hob-
bled government services across
Greece, shutting ministries and pub-
lic offices. State hospitals and public
utilities were operating with skele-
ton staff. Shopkeepers joined the
strike at midday, while journalists,
bank workers, teachers, court work-
ers, lawyers and doctors also walked
off the job. All flights in and out of
Greek airports were canceled, while
rail and ferry operations were sus-
pended.

—Costas Paris and Nick Skrekas

contributed to this article.

Asian investors fret over Europe debt

By ALEX FRANGOS

HONG KONG—Jitters over Eu-
rope’s growing debt problems are
adding to Asia’s stock-market mal-
aise, as investors wonder whether
the region’s recovery has peaked.

Asia’s stocks were mostly lower
Wednesday on the back of a selloff
in U.S. and European stocks Tues-
day, adding to losses so far this year
in markets in and around China.

Hong Kong’s Hang Seng Index
fell 2.1% to 20327.54 and is now
down 7.1% since the start of the
year. Mainland China’s benchmark
Shanghai Composite, which rose
0.8%, is off 13% in 2010. India’s Sen-
sitive Index was down 0.3% Wednes-
day and has lost 2.2% for the year.

Japan and South Korea, closed
for holidays Wednesday, are among
the few exceptions in Asia’s markets
this year, up 4.9% and 2.1%, respec-
tively.

Asia’s stock performance con-
trasts with its economic growth.
China’s economy expanded 11.9% in
the first quarter from a year earlier,
and its bank lending in 2009 drove
the region’s recovery.

Duncan Wooldridge, chief Asia
economist at UBS in Hong Kong, be-
lieves Europe’s woes won’t hurt Asia
directly unless there is an actual de-
fault. But the uncertainty has an im-
pact. “It’s not helpful, that’s for
sure,” he says.

The weak euro is already making
Asian goods more expensive in Eu-

rope.

For now, a bigger concern is that
growth will slow as policy makers
tighten the monetary screws. China
restricted bank activity for the third
time this year on Sunday by raising
the percentage of deposits banks
must hold against their loans.

At the same time, signs are
showing that the recovery in Asia is
beginning to pull back from its roar-
ing postcrisis bounce.

“What you are seeing now is
leading indicators are confirming
you are going to end up with a slow-
down in the second half of the year,”
Mr. Wooldridge says. He calls it a
“midcycle correction in growth,” not
a “deterioration that ends in reces-
sion.”
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France refuses extradition

Businessman U.S. accused of supplying goods to firms in Iran’s nuclear program is freed

By DAvVID GAUTHIER-VILLARS

PARIS—A French court Wednes-
day ruled against extraditing an Ira-
nian businessman to the U.S., where
he is wanted for allegedly violating
American trade sanctions against
Iran.

U.S. prosecutors allege Majid
Kakavand ran a Malaysian trading
firm through which he supplied sen-
sitive products to Iranian companies
involved in Iran’s nuclear program.
Mr. Kakavand bought goods in the
U.S. and shipped them to Iran via
Malaysia, U.S. prosecutors say.

But the Paris court said it
wouldn’t hand Mr. Kakavand to U.S.
authorities because “the exports
themselves do not amount to a
crime punishable under French
laws.”

“Thank you for being fair,” Mr.
Kakavand told French judges as he
recovered his passport and was re-
leased. Mr. Kaklavand, who had been
arrested on a U.S. warrant in March
2009 upon landing in Paris for vaca-
tion, said the U.S. allegations were
“baseless.”

The U.S. Department of Justice
said in a statement that it was
“deeply disappointed” by the French
ruling but added that it would pur-
sue efforts to apprehend Mr. Kaka-
vand. Lawyers for the businessman
said they would now work on con-
vincing U.S. prosecutors that the en-
tire indictment against Mr. Kaka-
vand should be dismissed.

The U.S., France and other na-
tions, accuse Iran of developing nu-
clear weapons. Iran says that its nu-
clear program is for peaceful
purposes.

Associated Press

Maijid Kakavand in Paris in February. A French court released him Wednesday after denying extradition to the U.S.

Mr. Kakavand’s case underscores
persistent differences among the
various sanctions targeting Iran.

While the U.S. government has
banned all trade and financial trans-
actions with Iran since 1995, France
and other European Union members
still trade with Iran.

Sanctions imposed by EU coun-
tries, like those adopted by the
United Nations, center on banning
exports to Iran of weapons and of
goods that can be used in weapons
manufacturing.

U.S. prosecutors allege that Mr.
Kakavand violated EU sanctions be-
cause his trading firm, Evertop Ser-
vices, shipped goods to Iran that
were used by two weapons makers.

But during court hearings,
French judges were handed a report
by France’s military equipment pro-
curement agency DGA, which found
that the parts exported to Iran by
Mr. Kakavand —capacitors, sensors
and measurement systems—weren’t
of sensitive nature.

French judges also said that

parts were shipped to Iran between
2006 and 2008, before the two Ira-
nian weapons makers were added
onto an EU blacklist.

After his arrest, Mr. Kakavand re-
mained in custody for five months.
In August 2009, he was placed on
house arrest after posting a
€200,000 ($256,430) bail.

Mr. Kakavand said Wednesday
that he intended to return to Iran as
soon as possible.

—Evan Perez
contributed to this article.

Ash closes U.K. and Irish airspace

Volcanic ash drifting south from
an Icelandic volcano is expected to
cause a third day of disruption
Thursday, after forcing the closure
of airspace over parts of the UK.
and Ireland for the previous two
days.

By Daniel Michaels,
Doug Cameron
And Steve McGrath

British aviation officials cau-
tioned that although the busiest
hubs in southeast England weren’t
affected, latest information from the
U.K. Met Office shows that the ash
cloud continues to move south and
change shape. But UK. air-traffic
authority NATS Wednesday signaled
that it appeared most of England
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would escape the worst effects.

“Most of Wales, England and
eastern Scotland are now outside
the high-density area,” NATS said,
adding that the cloud is expected to
move southwesterly overnight, ne-
cessitating fewer restrictions Thurs-
day.

Edinburgh Airport, which had
been closed earlier Wednesday, was
to become available for operations
Wednesday evening, NATS said.
However, it said other airports that
had been closed would remain
within the no-fly zone until early
Thursday.

The U.K. Civil Aviation Authority
said it closed Belfast and Edinburgh
airports in addition to other Scot-
tish airports including Glasgow and
Prestwick.

It had earlier warned that air-
ports in North West England could
also be affected, including Liverpool
and Manchester.

Computer models of the plume
provided by the Volcanic Ash Advi-
sory Centre in London showed the
cloud spreading south to cover Ire-
land and the western half of the UK.
by Wednesday evening, including
areas deemed to exceed engine
manufacturers’ “tolerance levels.”

However the Irish Aviation Au-
thority said it expects airport re-
strictions to be lifted over Ireland
early Thursday. It said the volcano
had been expelling denser, coarser
ash higher into the atmosphere
since Tuesday afternoon.

The IAA had closed all airports

Associated Press

Ash rises from a volcano at Iceland’s Eyjafjallajokull glacier on Wednesday.

Wednesday with the exception of
Shannon, Cork and Kerry, which
were also expected to be hit by re-
strictions Wednesday evening and
early Thursday.

Eurocontrol, the agency that
oversees air-traffic control in the re-
gion, said about 300 flights were ex-
pected to be canceled Wednesday
due to the ash cloud.

Regulators are still wrestling
with how best to monitor and assess
future threats from the Icelandic
volcano after airlines criticized a
wholesale shutdown of much of Eu-
rope’s airspace last month that is

estimated to have cost the industry
as much as $2 billion.

Airlines announced preventive
cancellations ahead of the latest clo-
sures. EasyJet PLC, Ryanair Hold-
ings PLC and Aer Lingus PLC can-
celed flights to and from some Irish
and Scottish airports, and Conti-
nental Airlines Inc. grounded its
overnight services from the U.S. to
Scotland.

Meanwhile, airlines across Eu-
rope were also canceling flights to
Greece, as air-traffic controllers
walked out as part of a general
strike by unions.

New EU push
for clearing
derivatives

By MATTHEW DALTON

BRUSSELS—The European Com-
mission wants to require most trad-
ing in currency derivatives to be
routed through clearinghouses, de-
spite the relative resilience of this
market during the financial crisis,
according to a document from the
European Union’s executive branch.

Clearinghouses are at the heart
of the EU’s plans to reduce risk in
the derivatives markets. They are
entities that stand between buyers
and sellers and absorb losses if ei-
ther side defaults, minimizing the
risk that the failure of a single large
derivatives trader could cause a
meltdown.

The market for credit derivatives
threatened the financial system after
American International Group Inc.,
a major participant in the market,
nearly collapsed in September 2008.
The foreign-exchange derivatives
market—with about $49 trillion in
contracts outstanding, according to
the latest data from the Bank for In-
ternational Settlements—meanwhile,
functioned well and didn’t appear
threatened despite instability in the
credit-derivatives market.

The market for credit
derivatives threatened the
financial system after AIG
nearly collapsed in 2008.

However, that stability may be il-
lusory, the commission document
says, given that governments across
the world provided assistance and
guarantees to their banks to prevent
them from collapsing. “The fact that
the foreign-exchange market per-
formed well has less to do with the
inherent virtues of that market seg-
ment per se and more with those
guarantees,” the document says. “In
addition, while the foreign-exchange
market may have performed well
during this crisis, this does not
guarantee that it will perform well
next time around.”

Liquidity in the foreign-exchange
market did in fact become a problem
in the second half of 2008, as trad-
ers grew increasingly concerned
about the soundness of their trading
partners while the crisis escalated,
the commission says.

The document suggests, however,
that not all currency derivatives
trades would need to be cleared,
only those trades that pose poten-
tially systemic risks. Michel Barnier,
the top commission official in
charge of financial regulation, said
this week that nonfinancial firms
that don’t pose systemic risks de-
serve some exemptions.

Yet, excluding all foreign-ex-
change derivatives could encourage
arbitrage, with market participants
purposely restructuring interest-rate
derivatives as currency derivatives
to avoid regulation, the commission
document cautions.

Officials from EU national govern-
ments will discuss the document at a
meeting later this month. The com-
mission is aiming to propose legisla-
tion on derivatives in July.

Even then, the commission’s pro-
posals will still take a while to be-
come law. The European Parliament
and the EU national governments at
the European Council will have to ap-
prove the legislation before it can
take effect.
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Chemicals applied to break up oil

Attack using dispersants launched from sky and under sea; environmental impact unclear

P -

By JEFFREY BALL

CHALMETTE, La.—The huge oil
slick in the Gulf of Mexico still
hadn’t inundated the shore by
Wednesday afternoon, and officials
speculated that was partly because
it was being pummeled with massive
amounts of chemicals designed to
break up the oil.

Those fighting the spill are
spraying an unprecedented amount
of dispersants into the Gulf in an at-
tempt at environmental triage.
Though there are questions about
the environmental impact of using
so much dispersant and using it at
the seafloor, experts say, any such
impact pales compared with the
damage that would occur if the slick
made it to the ecologically fragile
Gulf Coast with full force.

“Spill response is always a
weighing of alternatives. It’s not re-
moving the damage. It’s which one
will reduce the damage,” said Kerry
St. Pe, director of the Barataria-Ter-
rebonne National Estuary Program
and former director of oil-spill re-
sponse for a region in southern Lou-
isiana.

On Wednesday, BP PLC said it
had shut down one of three under-
water leaks, though the flow of oil
into the sea remained unchanged.
Meanwhile, a massive steel-and-con-
crete box designed to funnel out oil
spewing from the seafloor was
loaded onto a boat for a journey to
the leak site, and officials prepared
to try a second burn of oil from the
slick.

The thousands of liters of dis-
persants being used in the Gulf daily
are “designed to be fairly low toxic-
ity,” said Charlie Henry, a National
Oceanic and Atmospheric Adminis-
tration official working on the spill
response.

Dispersants break up oil into tiny
particles that then sit in the water,
where natural bacteria can attack
them. The bacteria steadily reduce
the toxicity of the particles.

“The dispersants may well be
working,” said Doug Helton, a NOAA
official tracking the oil slick’s path.
Along with efforts to stop the leaks
and to protect the coastline by lay-
ing pipes, known as booms, on the
water’s surface to keep the oil sick
at bay, the dispersants are “a partial
solution,” he said.

Thousands of barrels of oil have
been gushing each day from a pipe
connected to the well since a rig
leased by BP sank April 22, raising
fears of environmental disaster. It
had caught fire two days earlier, kill-
ing 11 rig workers.

In addition to the dispersants,
shifting winds in the Gulf in recent
days have helped to keep the spill
offshore, bobbing the slick to and fro
in the water, giving officials valuable
time to prepare and to try to fight
the massive spill.

A key step in BP’s fight to reduce
the estimated 5,000 barrels a day of
oil leaking to the surface will ad-
vance Thursday, when the company
will lower the containment box over
one of the leak sites to collect the oil
at the source and pipe it onto a
tanker. The installation should take
about three days, BP said.

Meanwhile, BP and government
authorities are using C-130 planes in
the sky and remote-controlled ro-
bots on the seafloor to spray the oil
with dispersants.

They are scouring the globe for
large stockpiles of the substance,
bringing it in from Saudi Arabia and

European Pressphoto Agency
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A brown pelican found covered in oil on Storm Island in the Gulf is treated in Fort Jackson, La., Tuesday.

Malaysia on 747 cargo planes and
from Hawaii on a ship. And they are
working with dispersant manufac-
turers to increase production
quickly.

“It’s been an interesting couple
of days of logistics,” said Dave Salt,
operations director for Oil Spill Re-
sponse, a U.K. company that special-
izes in using dispersants to combat
oil spills and who is on the scene in
Louisiana to assist in the dispersant
campaign.

Given the temperature of the Gulf
water, the oil particles should be
broken down in a matter of “days to
weeks,” Mr. Salt said.

Environmentalists are voicing
concerns. “There are very explicit
trade-offs here,” said Regan Nelson,
senior oceans advocate for the Natu-
ral Resources Defense Council, an
environmental advocacy group.
“What we don’t understand is the
impact of that toxic soup on marine
organisms that come into contact
with it.”

The planes spraying dispersants
are taking off from an airport in
Kiln, Miss. Each is flying multiple
dispersant-dropping missions a day,
weather permitting, meaning that
the spill-response effort is capable
of dropping about 225,000 liters of
dispersants on the slick every day,
Mr. Salt said.

Those quantities significantly
outweigh what Mr. Salt said was the
biggest use of dispersants before
this spill: a 1996 spill from the
tanker Sea Empress off the UK.
coast.

That spill leaked roughly 500,000
barrels of oil into the water, and
about 630,000 liters of dispersants
were used to fight it, he said.

On top of that, in a move that BP
officials say hasn’t before been tried
at these depths, they are injecting
dispersants directly into the oil
spewing from the leaking well on the
seafloor, using robots holding
sprayer wands that BP officials liken
to those that gardeners attach to
backyard hoses.

The idea is to mix the dispers-
ants into the oil as soon as possible,
before it rises to the sea surface and
forms a slick. Sonar images that BP
has taken of the operation on the
seafloor suggest the dispersants are
succeeding in breaking up the oil,

Divide and conquer

Oil dispersants are being used in the Gulf of Mexico to break
apart the oil leaking from the Deepwater Horizon site and
hasten natural decay. The dispersants work a little like

household laundry detergent:

The dispersant liquid is distributed by plane and by
remote-operated vehicles under water.

Remote-
operated
icle

?hWellhead

Source: BP, WSJ research

Bob Fryar, a BP senior vice presi-
dent, said in a conference call on
Sunday. “You could clearly see, be-
fore and after, the true difference.”

Ms. Nelson, of the environmental
group NRDC, said the mixture of dis-
persants and oil rising from the sea-
floor to the surface could affect all
sorts of sea life that live far from the
coastline, from dolphins to turtles to
plankton.

@

It contains surfactant
molecules, which have a head

that attracts water and a tail
that attracts oil.

These molecules surround
the oil, creating tiny particles
from the larger slick...

.. Which are digested by
ocean bacteria and
eventually degrade.

Mississippi Gov. Haley Barbour
said in an interview that he sup-
ported the chemicals’ use to fight
the massive spill. “I am particularly
unconcerned about that which is be-
ing used down on the ocean floor,
5,000 feet below the surface,” he
said. “I think it’ll stay down there
and do no damage.”

—Brian Baskin
contributed to this report.

BP feels heat
from Congress,

White House

By NEIL KinG JrR
AnD Guy CHAZAN

Successful deployment of a con-
crete-and-steel box designed to
pump oil escaping from a damaged
well in the Gulf of Mexico to ships
on the surface would go a long way
toward easing the pressure BP PLC
Chief Executive Tony Hayward is en-
countering from the White House
and Congress.

President Barack Obama and
other officials have made clear that
they intend to hold BP accountable
for all cleanup costs from the oil
spewing from the site of the sunken
Deepwater Horizon rig.

Mr. Hayward met with lawmakers
on Capitol Hill Tuesday, advancing
the oil giant’s campaign to avoid the
sort of political backlash that has
engulfed companies such as Gold-
man Sachs Group Inc. and Toyota
Motor Corp.

The push on Capitol Hill, arising
after a rig leased by BP burned and
sank in the Gulf of Mexico last
month and the well it was drilling
began leaking oil, comes as the com-
pany said it hopes as soon as Thurs-
day to lower the first of three con-
tainment boxes over the principal
underwater leak.

There are risks that BP’s effort
could backfire, potentially worsen-
ing the problem if the massive dome
crushed other pipes. A BP spokes-
man said the dome “will signifi-
cantly reduce the amount of oil
reaching the surface.”

Interior Secretary Ken Salazar
said Sunday the administration
planned to keep “keep the boot on
the throat” of BP—a phrase that has
since become part of a Democratic
fund-raising appeal.

In an interview with the BBC
Monday, Mr. Hayward dismissed talk
of a rift between BP and the Obama
administration, saying an “incredi-
ble co-operative relationship” had
been established with the federal au-
thorities.

Mr. Hayward’s briefings for law-
makers Tuesday followed lengthy
consultations with administration
officials the day before. It was his
third visit to the capital since the
Deepwater Horizon rig exploded on
April 20 and later sank in 5,000 feet
of water, killing 11 workers. “I be-
lieve passionately that we will all
win this,” he told reporters.

Lawmakers had sharp words af-
ter his briefings on Capitol Hill. “It
was pretty clear here that there was
not a proper preparation for the
worst-case scenario,” said Rep. Ed
Markey (D., Mass.)

BP is eager to show that it plans
to spend whatever it takes to stop
the underwater gusher and clean up
the spill.

The London-based company said
Tuesday it was spending around $7
million a day on the effort and that
it had wired an initial $25 million
each to the states of Louisiana, Mis-
sissippi, Alabama and Florida to
help pay for their response.

Mr. Hayward has accepted full re-
sponsibility for cleaning up the spill
and said BP will honor all legitimate
claims for damages, while stressing
that it is not to blame for the blast
which sank the rig because it was
owned and operated by Swiss-based
Transocean Ltd. When disasters like
this occur, said BP spokesman An-
drew Gowers, “corporations can
make them worse by appearing dila-
tory, obfuscatory or legalistic in
their response.”





